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Employer ldentitication Nurber: I
Koy District: Western (Los Angeles, CA)
Form: 1120
Tax Years: All Years

Doar Applicant:

This lgfter conastitutos a final adverso ruling with respect
*O your claim of exemption trom tederal income taxatjion under
section %01(c)(3) of the Internal Revenue Code.

We make our ruling for the tollowing reason(s):

Yo are not organized exclusively for exempt purposes. You
are not operated exclusively for exempt purposes. You are
operated fo: tae benefit ot private individuals and you have not
entaplisks.« that you will not serve such private interests more
than incidentally. Your income inures to the benefit of private
individuals. 2Accerdingly, you Jdo not quality for exemption as an
organization described in section 501(c)(3) of the Code.

Donors may not deduct contributions to your organization
under sestion 170 of the Code.

The Code and the requlations issued thereundrr require that
you file federal income vax returns. Based uron the financial
informaticn that you furnished, you should file returns on the
form and for the tax years indicated above within 30 days from
the date of this letter with your key District Director for
exumpt organization matters, shown abcve, unless Yyou request and
your key District Director grants an extension of time to file
the returns. VYou should file returns for later tax vYears with

the appropriate service center indicated in the instructions for
those returns.

If you decide to contest this ruling under the declaratory
judgment provisions of section 7428 of the Code, you must
initiate a suit in the United States Tax Court, the United States
Court of Federal Claims, or the District Court of the Unitecd
States for the Dictrict of Columbia before the 9ist day after the




»

date that we
rappropriate

mailed this ruling to you. Contact the clerk of the
court for rules for lnitiating suits for declaratory

i judgment. The filing of a declaratorv judgment suit under

'section 7428
‘and assessme

does not stay the processing of income tax returns
nt of any taxes.

In accordance with section 6104(c) of the Code, we will

notify the a

If you
ruling, plea

ppropriate State officials of this action.

have any questions concerning the reasons for this
8@ contact the person whose name and telephone number

~appear in the heading of this letter. You should address
‘questions concerning the fili.g of returns to your key District

+Director.

cc: DD, Western (Los Angeles, CA)
EO Group

Attn:

Sin-erely,

e

Director, Exempt Organizations
Division
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Employer lduntification Number: I
Key District: Western (Los Angeles, CA)

. Dear Applicant:

We have considered your application for recognition of

~exemption under secctior %01(c)(3) of the Internal Revenue Code

The information subinirte:d indicates that you were formed on

in the Srate ¢t HEEE. Seoctior 2 of your Articles

of Assoclation statues that you are "“generally organized for

religioug, charitulle, edu . ational, 1literary, and sclentitic
research purpoges, and i# a non profit organization."

Specifically, Section 2(A)(6) of your First Amended Articles
of Association staten, in part, that one of the specific purposes
of the church {s: "to abstain fron the activitie: that place the
organization in a revenue taxable activity that the sole support
must come from voluntary donaticns trom voluntary employment under
the provigion assaiated with an agent of the Order and a Letter of
Direction with proner delegation ot authority. Other donations may
come from cutside of the menbership through free will offerings,
grants, and gifty, frem friends of the Church®, A letter of
Direction is i{szucvd by you accompanied with a Form W-9 (Reguest for
Taxpayer Identificaticn HNuaber and Certification) for direct
payment to you.

You state that you operate a church, You conduct Sunday
service and Sunday school. Fayrnond Alhtretsen is the minister with
a congregation of approximately oo persons. Services are open to
the public, The Holy BEible i1s usned as your written creed and
tormal code of doctrine,

Section  L0l(¢)(3) ot the Code provides cxemption to
crganizations organirved and operated exclusively for religious,
oducations ', charitable or other exempt purposes, no part of the
net  earnings ot which inures to the benefit of any private
vharcholder or individual.

Gection 1.%01(a)~-1(c) of the Income Tax Regulations provides
that the words Yprivate shareholder or individual" in section 501




forer to pd?iona having a personal and prlvatd,lntnrcdt in the
activities of the organization. e

Section 1.501(c)(3)=1(c)(1l) of the regulations provides that
an organization will be regarded as "operated exclusively" for one
or more exempt purposas only if it engagas primarily in activities
which accomplish one or more oxempt purposes specified in section
“01(e)(3). An organization will not be so regarded if more than an
insubstantial part of its activities is not in furtherance of an
cxempt purposa.

Section 1.501(¢c)(3)~1(c)(2) of the regulations provides that
an organization is not operated exclusively for one or more exempt
rurposes it its net ecarnings inure in whole or in part to the
benefit of private shareholders or individuals.

Section 1.%01(¢)(M)=1(d)(1)(ii) of the regulations provides
that an organhlzation s not organized and operated exclusively for
one or more exempt purpose:t unless it serves a public rather than
a private interest, Thus, to mect the requirements of this
rubdivision, it is necessary for an organization to establish that
't is not organired or operated for the benefit of
hrivate interests such av designated individuals, the creators,
~mareholders of the organization or persons controlled, directly or
rndirectly, by such private interenots,

‘ Rev. Rul. 76=323, 197¢-2 .k, 18, held a member of a church
aroup or religious order dirccted by superiors to secure outside
cmployment and to turn over all remuneration recelved, nmust include
~in gross income the entire remuneration received since the member
was nat acting as an agent of the church or religious order but was
toceiving compensation on his own behalf and transferring it to the
‘hurch or religious order.

Rev. kul, 77-290, 1977- C.b. 26, held that where payments

wore nade to the church or religious order, and the individual did

totoact as o an agent ol the church or order (subject to direction

~ndocontrol ot the church in performing the work of the third

crty), the tact ot paynent dia not preclude the inclusion of the
cruneration received in the individual’s gross incone.

Although Rev. Rul. o9=7ae, 19a9-1 ¢.B, 151, does not involve

-~ the ‘inurement issuce, it can be applied to deny recognition of
Cewemption under section %01(c)(3) of the Code of an organization
tapvlished for the primary purpose of reducing the Federal income
liability ot its creators. The situation to which Rev. Rul,
=260 is applicable is where an individual takes a vow of poverty
anl assigns his/Zher assets and income to the church he/she has
“tablished, with a major portion of the income assigned used for




the benotlt'gf the individual creators and with only a relatively
small portion of the income used for charitable purposes. Although
in particular circumstances the "church¥ may not be engaged in a
commercial operation for the benefit of its creators, as was the
case in Rev., Rul. 69-266, the following principle contained in Rev.
Rul. 69-266 may be applied in denying recognition of exemption
under section 50l1(c)(3): The organization is operated by its
creator essentjally as an attempt to reduce his personal Federal
income tax liability while still enjoying the Lenefit of his
carnings. Thus, the organization’s primary furction is to serve
the private interests of its creator(s) rather than a public
interest. ‘

In Lucas v. Larl, 281 U.S. 111 (1930), the Supreme Court of
the United States hold that an ussignment ot compensation for
personal services to another individual or entity is an inesffectual
rethod of relleving a taxpayer of Federal income tax liability on
the compennation assigned, regardless of the metivation behind the
transfer. Therefore, in the usual case where an individual ausigns
Pis income to the church he has established, in a attempt to escape

Pederal tax liability, the income will, nevertheless, be taxed to
the individual. .

In Better Business bBureauw of Washingt.
vtates, 326 U. 8. 279 (194%), the  Supreme Court of the United
‘tates interpreted the requirement in section $01(c)(3) that an
crganization be "operated exclusively" by indicating that in corder
to fall within the claimed exemption, an organization must be
devoted to exempt purposes exclusively. This plainly mears that
the precsence of a single non-exenmpt purpose, if substantial in

nature, will destroy the excnption regardless of the number and
inportance of truly exempt purposes.

In beth-E1 Minjstries, Inc, v. U,S., 79-2 U.S.T.C., 9412, the
Mmited  Staten Tax  Court was asked to determine whether the
craanivation is a religious organization exempt under section
SO0 (e)(3) ot the Code. Menbers donated their salaries to the
organization which in turn provided the nembers with living

expenses cuch as food, clothing, shelter and other benefits. The
court found that the organization was not operated exclusively for
e liaionr purposes because its net earnings inured to the benefit
U omenbers, and thus, was not exempt under section 501(c)(3).

In Church_of Modern Enlightenment_ v, Commissioner, T.C. Memo
1988=-312 (July 2%, 1988), the United States Tax Court held that an

crganization was formed for religious purposes and to operate a
church. The organization’s sole source of income was contributions
received trom its principal officer of his full salaries from
~uteide employment.  The organization’s funds were used primarily
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tor paymontﬂ?t parsonage expenses and contributions, The parsonage
cxponses were living expensos of the principalofficer and the .
contributions were payments of the officer’s withholding taxes on
malaries from outside omgloyuont. The Tax Court wemorandunm .
indicates that the organization is not exempt under section
“0l(e)(3) of the Code because the organization is not operated
vvclusively for religlous purposes and that its income inures to.
the benefit of & private individual. See also

Tenple_va. Connissioner, T.C. Memo 1988-313 9 (July 25, 1988),

In New Life Taberpacle v, Commissionar, T.C. Memo 1982-367
(1982), the United States Tax Court held that the petitioner was
cnaaged in conducting weekly worship services, prayer services and
fable wtudy.,  The petitioner’s income consisted of contributions
from members! salaries from employment in secular jobs and income

trom wocial recurity. Substantially all of the funds was used for s
the paynment ol membors’ living expenses such as fcod, clothing, ;
Povieina, utudities, adtomobile expenses and weekly allowances. The P g

»

potitioner wan held not to quality for exemption under section
(e (1) ot the Code because the petitioner’s net income inures to
the benetit o of private individuals,

Our analysis of your case shows that while some of your
cotivitiens may bhe that of operating a church, your members who have
taken a Vow ol Poverty and operate undaer a Letter of Direction, are
cnaaged in nothing more than an ettempt to assign income to the
church and avoid liability for personal income taxes.

Tarther, there ig no true agency relationship because the form
crooutside enployment ig left to the discretion of the members
cperating under  the Letter ot Direction. This constitutes
cnperniveitle  inurement ot your net income to individuals,
trpermiceitle private benefit, and operation of you for substﬁgtial
Lenserompt parposes,. See Rev., Ruls. 69-266, 76=-323, and 77-290,

viedd clbowe o burther, the use of a W-9 form in such instances is
Soolly napprepriate where it gives the individual’s employer the
veot thee church and its Enmployer Identitication Number. See,
nean v, barl, cited above. : id :
. S
Povcesr on the above, it e concluded that you“serving the . .
rravate benetit oof individuals, since your income inures to tha

private benctat of individuals.,  Therefore, you are not operatud:
e lusively taor one or more exempt purposes pursuant to sections
.90l (e) (M =10e) (1), 1.501 () (3)-1(e)(2) and 1.501(c)(3)~- .
ey (i) ot the regulations since you have a substantial non--

ceempt o panrpore  of  operating tor the private benefit of your
creators. Vee Better Business Bureau v, U.S., supra.

Yot pnethod ot operation i« fpdistinguishablé from that of the




;uuhqrhwlnllqhtcnmﬂnio . ”
Taberniag) e (qut cases found not to qualify for xomptlon under

oction L01(e)(3) of the Code.

peciatingly, we rule that you do not qualify for exemption
vader section %01(e)(3) of the Code. ‘ ‘ '

contributions to you are not deductible under section 170 of

tho Cotoo,

You are required to file federal income ta* rotnrns on Form
e, Iy

You have the right to protest our ruling lt you believo that
"toin ineorrect, To protest, you should submit a statement of your
R P ATR B oxplnnation of your reasoning. This statement i _

o v tod within 30 days of the date of this B
©r oot be signed by one of your offlcers, You also have - x
cooot o . conterence in this office after your statement is : 3
Shrmittedt. 11 you-want a conference, you must request it when you
e oo e otost Tstatement. 1f you are to L represented by
Cronae oo oot one of your offlicers, he/she must file a proper
! witorney and otherwise qualify under our Conference and

i

v,

Practico boopnirenents., : By

It vou do not protest this ruling in a timely manner, it will ; -
ter connidhorol by the 1nternal Revenue Service as a failure to :
catatet available administrative remedies. Sectlion 7428(b)(2) of

e code prevides, in part, that a declaratory judgement or decree
Lo i coction shall not be issued in any proceeding unless the
Taw oo, tlee Claims Court, or the District Court of the United
ot Lo rhe District of  Columbia determines that the
SRR involved has exhausted administrative . remedies

.t within the Internal Revenue service. ”

rot hear from you within 30 days, ‘this ruling will
il copies will be forwarded to your key District
after, it you have any questions about your federal
xtua including questions concerning reporting

, please contact your key Dlatrict Director., '

sincerely;

e oo (Los Angeles) Chief, Exempt Organizations
o o Croup Technical Branch 3 '




